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European institutions and regulation: Own funds
To be able to absorb losses in a going or in a gone concern situation,
(financial) institutions need own funds in sufficient quantity and
quality in accordance with applicable European legislation.
The Capital Requirements Regulation (CRR).
The development of Regulatory Technical Standards to further specify
the quality criteria applying to institutions’ regulatory own funds, as
well the deductions that should be applied to own funds elements and
the harmonizing disclosures.
The Regulatory Technical Standards (RTS) gather a number of
mandates given to the European Banking Authority (EBA) by the
Capital Requirements Regulation (CRR) in relation to own funds.
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Safety and soundness regulation
Minimum capital requirements
Bail-inable assets vs. bail-out of financial institutions and their
implications for financial stability.
Total Loss-Absorbing Capacity (TLAC) for the largest banks (G-SIIs).
Minimum Requirement for own funds and Eligible Liabilities (MREL)
for the whole banks.
Guarantee funds
Deposit Guarantee Scheme (Directive (EU) 2014/49/EU).
European Deposits Insurance Scheme (EDIS) is under discussion to fill
the third Pillar of the Banking union.
Monitoring and surveillance
a) The Single Resolution Mechanism (SRM)
b) The Single Resolution Board (SRB) as its executive board.
c) The European Central Bank (ECB) works as the single resolution
authority.
d) The European Banking Authority (EBA) is aimed at ensuring effective
and consistent prudential regulation and supervision across the
European banking sector.
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The Basel Accords: Towards the wordwide convergence
Basel Capital Accord (1988):
Minimum ratio of capital to risk-weighted assets of 8% to be
implemented by the end of 1992.
Define the general provisions or general loan loss reserves.
Recognising the effects of bilateral netting of banks’ credit exposures in
derivative products.
Market Risk Amendment: Banks were allowed to use internal models
(value-at-risk models) as a basis for measuring their market risk capital
requirements.
Basel II (June 1999 - June 2004):
Minimum capital requirements, which sought to develop and expand
the standardised rules set out in the 1988 Accord.
Supervisory review of an institution’s capital adequacy and internal
assessment process: Internal Risk Assessment and Standarized Risk
Assessment models.
Effective use of disclosure as a lever to strengthen market discipline
and encourage sound banking practices.
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The current Basel Accord and ongoing work
Basel III:
The minimum common equity and Tier 1 requirements increased from
2% and 4% to 3.5% and 4.5%, respectively, at the beginning of 2013.
The minimum common equity and Tier 1 requirements rose to 4% and
5.5%, respectively, at the beginning of 2014.
The final requirements for common equity and Tier 1 capital were set
at 4.5% and 6%, respectively, at the beginning of 2015.
The liquidity coverage ratio will be phased in from 1 January 2015 to 1
january 2019.
The net Stable funding ratio will take effect by 1 January 2018.
Basel IV (still under debate):
The impact of these revisions is difficult to assess in advance due to
the fact that it is on top of that derived from the Basel III framework,
implemented in 2014 and subject to phase-in provisions until 2019.
Basel IV is expected to revisit the scope of internal model-based rules
in the calculation of risk-weights.
Refining the Basel III provisions on securitization.
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